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Credit implications of recent worldwide news events

Fiscal Crisis Declaration in Long Beach, New York, Boosts City Manager's
Authority, a Credit Positive

Last Tuesday, the City of Long Beach, New York’s (Baa3 review for downgrade) city council approved
a resolution declaring the city to be in a fiscal crisis. The resolution is credit positive because it gives the
city manager greater control over the city’s financial operations, including the authority to implement
budgetary initiatives to further fiscal stability. Importantly, it does not allow the city to forgo the
payment of contractual agreements, including the payment of debt service.

The city’s fiscal crisis status gives the city manager greater control over the budget and power to
implement initiatives that limit spending. All purchase requests from the city’s department heads will
need the city manager’s approval. To address burdensome labor and overtime expenses, the city
manager will implement policies that freeze the filling of non-essential positions and reduce overtime
expenses in the public safety departments. These policies will require collaboration with employee
bargaining groups to implement.

Overtime expenses have been a perennial strain on the city’s $83.7 million budget. The city has already
exceeded its entire annual overtime budget of $1.78 million by $561,868, just over half-way through
the fiscal year. The city manager also gains the authority to make any and all amendments to the city’s
budget, including reductions in appropriations or transfers and adjustments to under-budgeted
expenditures and overestimated revenues.

The declaration of fiscal crisis follows years of weakening financials as several of the city’s departments
have chronically spent beyond their budgets. For example, in fiscal 2011, spending by the fire
department exceeded its budget by 25% and police department spending surpassed its budget by
10.3%.

As the exhibit below shows, the city’s financial and liquidity positions have been in decline for several
years. The city overestimated revenues from fiscal 2008 through 2011, especially those related to
mortgage and utility taxes, and underestimated expenditures. Improper budgeting for transfers between
the Debt Service and General Funds resulted in a draw of $1.7 million from the Debt Service Fund. As
of 30 June 2011, the Unassigned General Fund balance declined to approximately $100,000, a mere
0.2% of 2011-12 expenditures. In December 2011, the city estimated that by 30 June 2012, the
General Fund will have a deficit of $2 million. Consequently, the city in December resorted to issuing
cash flow notes to raise cash to meet its payroll obligations and at the time the city’s projections
indicated further deterioration of cash through the end of June.
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Long Beach, New York, Financial Position Since 2008
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2012 fiscal year end results are projected by the city as of December 2011
Source: 2008-11 Audited Financial Statements
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